LISTING APPLICATION TO 

NEW YORK STOCK EXCHANGE, INC. 


B-4390 

June 12, 1974 


curvaftNO PUBUC UBR^ 

LUCKY STORES, INC. . 

698,453 (MAXIMUM) ADDITIONAL COMMON SHARES 


FOR ISSUANCE UPON THE ACQUISITION OF THE CAPITAL STOCK OF 
SIRLOIN STOCKADE, INC. AND RELATED CORPORATIONS 


Number of Common Shares Issued 
and Outstanding 
On June 7, 1974: 
33,482,970 


Number of Common Shareholders 
of Record 
On June 7, 1974: 

37,068 


DESCRIPTION OF TRANSACTION 


Lucky Stores, Inc., a California corporation (“the Company”), has agreed to acquire the issued and 
outstanding capital stock of Sirloin Stockade, Inc., a Nevada corporation, and related corporations (“Sirloin”), 
through the issuance of an aggregate of not to exceed 698,453 shares of the Company’s voting common shares, 
$1.25 par value, in exchange therefor. The members of the Board of Directors of Sirloin Stockade, Inc. and 
principal owners of the Sirloin shares have joined in that agreement and the transaction is conditioned upon 
the transfer to the Company of shares representing not less than ninety-five percent (95%) of the outstanding 
shares of each of the Sirloin corporations. No fractional common shares will be issued; instead, the Company 
will issue Scrip Certificates permitting consolidation and exchange of each Scrip for the Company’s com¬ 
mon shares. 


The transaction with the Sirloin shareholders will be pursuant to an Exchange Agreement, dated May 13, 
1974, which has been entered into as a result of arms-length negotiations. The Exchange Agreement provides 
that, from the date of issuance of the Company’s common shares, a portion of such shares issued to one of 
the Sirloin shareholders (approximately 11.6% of the total number of shares to be issued pursuant to the 
Exchange Agreement) will be held pursuant to an Escrow Agreement to secure the performance of his war¬ 
ranties and covenants under the Exchange Agreement. The number of escrowed shares will be subject to 
upward or downward adjustment under certain circumstances in accordance with the terms of the Escrow 
Agreement. The escrowed shares will be held by an escrow agent, Bank of America, N.T. & S.A., pursuant 
to the terms of the Escrow Agreement for a period of not more than three years from the date of issuance 
(except that escrowed shares covering any pending claim may be held beyond the three year period). The 
Escrow Agreement reserves in the shareholder the right to vote the shares held in escrow on all corporate 
questions and to exercise any other rights accompanying said shares, and entitles the shareholder to receive, 
when paid, all cash dividends upon the escrowed shares. Any escrowed shares actually applied to satisfaction 
of the obligations secured by the escrow and therefore not ultimately released to the shareholder will be 
transferred to the Company under conditions set forth in the Escrow Agreement and ultimately cancelled. 

No officer, director or principal shareholder of the Company or of its subsidiaries has any interest, direct 
or indirect, in the assets or capital stock of Sirloin. 

The Company has investigated the business, assets, operating results and financial condition of Sirloin, 
and believes that the acquisition is in the best interests of the Company and it shareholders, and that the 
Company will receive full and fair consideration for the shares to be issued. The transaction will result in 
the acquisition of a self-service family-type steak house business with established profitability and potential 
for growth. A description of the history and business of Sirloin and copies of the financial statements of 
Sirloin are attached hereto as Exhibits A and B. 


The Sirloin transaction has been handled as a pooling of interests. Price Waterhouse & Co., independent 
accountants and auditors for the Company, has reviewed and approved the accounting treatment as being in 
j^Urd v Accordance with accepted accounting procedure. 
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AUTHORITY FOR ISSUANCE 

The transaction above described was approved by the Board of Directors of the Company in resolutions 
adopted on March 28, 1974. The Company's Board of Directors approved the issuance of the Company's 
common shares which are the subject of this Application in resolutions adopted on May 23, 1974. 

No further corporate action is required in respect of these transactions. 


RECENT DEVELOPMENTS 

There have been no important developments affecting the Company or its business which have not been 
publicly announced. 

OPINION OF COUNSEL 

There has been filed with the Exchange, in support of this Application, the opinion of Messrs. Donahue, 
Gallagher, Thomas & Woods, 1417 Central Building, Oakland, California 94612, counsel to the Company, 
to the effect that: (1) The Company is a corporation duly organized, existing and in good standing under 
the laws of the State of California; (2) The common shares covered by this Application have been duly 
authorized for issuance and, when issued, will be validly issued, fully paid and non-assessable; (3) Under 
the laws of the State of California (in which the Company is organized and in which its principal place of 
business is located) no personal liability is imposed upon the holders of such common shares as such holders; 
(4) As to the Company’s common shares to be issued in exchange for the capital stock of Sirloin, the terms 
and conditions of such issuance and exchange have been approved, after a hearing upon the fairness of such 
terms and conditions at which all persons to whom such securities will be issued have had the right to appear, 
by the Commissioner of Corporations of the State of California, who is an official expressly authorized by 
law to grant such approval, and therefore, registration is not required under the Securities Act of 1933 by 
virtue of the provisions of Section 3(a) (10) of the Act. 

Joseph A. Woods, Jr., a member of the firm of Donahue, Gallagher, Thomas & Woods, is a director of 
the Company. 


LUCKY STORES, INC. 


By I. Owen 

Senior Vice President 


The New York Stock Exchange, Inc. hereby authorizes the listing upon official notice of issuance of 

698,453 (maximum) additional common shares, par value $1.25 per share, of Lucky Stores, 

Inc. to be issued in connection with the acquisition of the capital stock of Sirloin 
Stockade, Inc. and related corporations, 

making a total of 36,346,802 common shares of the Company authorized for listing. 


James J. Needham, Chairman of the Board 

New York Stock Exchange, Inc. 


Merle S. Wick, Vice President 
Division of Stock List 
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EXHIBITS 

These exhibits constitute an essential part of the Application. The statements of fact contained herein 
are made on the authority of the Company in the same manner as those in the body of the Application. 
Exhibits A and B are based upon facts submitted to the Company by Sirloin. 

EXHIBIT A 

HISTORY OF SIRLOIN STOCKADE, INC. 

Sirloin Stockade, Inc. (the “Company”), a Nevada corporation organized in September, 1972, is a 
successor to a business formed in 1966 by William L. Keele, the President and principal shareholder of 
the Company. The Company is engaged in the business of developing a system of fast service, family-oriented 
restaurants which are operated by the Company and its licensees. The restaurants feature a limited menu 
consisting primarily of moderately priced U. S. Choice beefsteak meals. As of April 30, 1974, there were 
63 Company owned restaurants and 43 restaurants operated by licensees in 14 states. Additionally there 
were 9 restaurants, in 6 states, owned and operated by affiliate corporations, the shareholders of which are 
all officers and/or employees of the Company. The Company and its subsidiaries as of April 30, 1974 had 
approximately 1,900 employees. 


EXHIBIT B 

The Board of Directors 
Sirloin Stockade, Inc.: 

We have examined the consolidated balance sheet of Sirloin Stockade, Inc. and subsidiaries as of 
August 31, 1973 and the related statements of consolidated earnings and retained earnings and changes in 
consolidated financial position for the year then ended. Our examination was made in accordance with gen¬ 
erally accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly the financial position 
of Sirloin Stockade, Inc., and subsidiaries at August 31, 1973 and the results of their operations and the changes 
in their financial position for the year then ended, in conformity with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


Peat, Marwick, Mitchell & Co. 


October 16, 1973 
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SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEET 
August 31, 1973 

With Comparative Figures for 1972 


ASSETS 


Current Assets: 

Cash . 

Marketable securities . 

Accounts receivable, less allowance for doubtful accounts of $4,000 
in 1973 ($2,000 in 1972) (note 5). 

Inventories (notes 1 and 3) : 

Food and supplies. 

Restaurant equipment. 

Total inventories. 

Construction in progress, at cost (note 7). 

Prepaid expenses and other assets. 

Total current assets. 


1973 

$ 986,656 


407,306 

1,178,141 

158,951 

1,337,092 

1,625,356 

37,876 

4,394,286 


Property, Equipment and Improvements, at cost (notes 1 and 3) : 


Land . 215,238 

Structures . 352,619 

Leasehold improvements . 298,553 

Furniture and equipment. 2,234,364 

Transportation equipment . 163,635 

3,264,409 

Less accumulated depreciation and amortization. 436,380 

Net property, equipment and improvements. 2,828,029 

Other Assets, at cost. 7,840 


$7,230,155 


1972 


$ 231,462 
352,425 

150,820 

466,662 

62,968 

529,630 

739,748 

33,575 

2,037,660 


215,238 

257,538 

157,741 

900,207 

155,262 

1,685,986 

274,854 

1,411,132 

6,430 

$3,455,222 


See accompanying notes to consolidated financial statements. 
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SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEET 
August 31, 1973 

With Comparative Figures for 1972 
LIABILITIES AND STOCKHOLDERS’ EQUITY 


1973 

Current Liabilities: 

Advances for construction. $1,451,854 

Notes payable (note 3). 823,521 

Current maturities of long-term debt (note 3). 389,099 

Accounts payable (note 5). 484,781 

Accrued liabilities. 577,595 

Deferred franchise fee income. 95,700 

Income taxes . 111,787 


Total current liabilities. 3,934,337 


Long-term Debt, less current maturities (note 3). 1,611,207 

Deferred Income Taxes (note 1). 103,475 


Stockholders’ Equity (note 4): 

Common stock of $.10 par value per share: 

Authorized — 2,500,000 shares (1,325,000 in 1972); 


Issued —1,113,070 shares (1,055,550 in 1972). 111,307 

Capital in excess of par value. 276,781 

Retained earnings. 1,193,048 

Total stockholders’ equity. 1,581,136 


Commitments and Contingent Liabilities (note 7) 

$7,230,155 


1972 

$ 743,422 
100,000 
224,214 
319,830 
285,420 
92,100 
120,500 

1,885,486 


701,569 

43,475 


105,555 

57,664 

661,473 

824,692 


$3,455,222 


See accompanying notes to consolidated financial statements. 
































1-4390 


LUCKY STORES, INC.-Page 6 


SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 

STATEMENT OF CONSOLIDATED EARNINGS AND 
RETAINED EARNINGS 

Year Ended August 31, 1973 
With Comparative Figures for 1972 

1973 1972 

Revenues (note 5) : 

Sales . $11,773,162 $6,085,439 

Franchise royalties . 303,577 200,042 

Franchise fees. 74,800 50,100 

Other . 53,291 10,309 

12,204,830 6,345,890 

Costs and expenses: 

Cost of sales.... • 6,390,242 2,945,486 

Selling, general and administrative expenses. 4,772,808 2,800,347 

Interest expense. 166,205 95,045 

11,329,255 5,840,878 

Earnings before income taxes and cumulative effect of a 
change in accounting principle. 875,575 505,012 

Income taxes (note 1) : 

Current. 284,000 214,500 

Deferred . 60,000 23,000 

344,000 237,500 

Earnings before cumulative effect of a change in ac¬ 
counting principle. 531,575 267,512 

Cumulative effect on prior years of changing to a different deprecia¬ 
tion method, net of deferred income taxes of $20,475 . — 20,468 

Net earnings. 531,575 287,980 

Retained earnings at beginning of year ... 661,473 373,493 

Retained earnings at end of year. $ 1,193,048 $ 661,473 


Earnings per common share (note 1) : 

Earnings before cumulative effect of a change in accounting 

principle .T. $ .50 $ .27 

Cumulative effect of a change in accounting principle. — .02 

Net earnings . $ .50 $ .29 


Earnings per common share assuming full dilution (note 1) : 

Earnings before cumulative effect of a change in accounting 

principle . .48 .26 

Cumulative effect of a change in accounting principle. — .02 

Net earnings. $ .48 $ .28 


See accompanying notes to consolidated financial statements. 
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SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 

STATEMENT OF CHANGES IN CONSOLIDATED FINANCIAL POSITION 

Year Ended August 31, 1973 
With Comparative Figures for 1972 

1973 1972 

Source of working capital: 

Net earnings . $ 531,575 $ 287,980 

Items included in earnings not affecting working capital: 

Depreciation and amortization. 202,005 129,485 

Loss (gain) on disposition of assets. 13,336 (2,240) 

Deferred income taxes . 60,000 23,000 

Cumulative effect of a change in accounting principle. — (20,468) 

Working capital derived from operations. 806,916 417,757 

Issuance of long-term debt. 1,427,205 623,148 

Long-term debt of purchased restaurants. 192,358 — 

Proceeds from sale of property, equipment and improvements. 83,851 30,845 

Proceeds from sale of common stock. 3,000 28,219 

Fair value of restaurants acquired in exchange for common stock 

(note 2) . 221,869 

$2,735,199 $1,099,969 

Disposition of working capital: 

Reduction of long-term debt. 709,925 408,794 

Additions to property, equipment and improvements. 1,404,228 593,531 

Equipment and improvements of purchased restaurants. 311,861 — 

Other . 1,410 '5,097 

Increase in working capital. 307,775 92,547 

$2,735,199 $1,099,969 

Changes in working capital: 

Increase (decrease) in current assets: 

Cash . 755,194 (130,106) 

Marketable securities . (352,425) 352,425 

Accounts receivable. 256,486 99,674 

Inventories . 807,462 302,861 

Construction in progress. 885,608 739,748 

Prepaid expenses and other assets. 4,301 11,825 

2,356,626 1,376,427 

Increase (decrease) in current liabilities: 

Advances for construction. 708,432 743,422 

Notes payable. 723,521 (11,000) 

Current maturities of long-term debt. 164,885 90,832 

Accounts payable. 164,951 213,627 

Accrued liabilities. 292,175 139,757 

Deferred franchise fee income. 3,600 64,100 

Income taxes. (8,713) 43,142 

2,048,851 1,283,880 

Increase in working capital. $ 307,775 $ 92,547 


See accompanying notes to consolidated financial statements. 
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SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

August 31, 1973 


(1) Significant Accounting Policies 

Principles of consolidation: 

The accompanying consolidated financial statements include the accounts of Sirloin Stockade, Inc. and its 
subsidiaries after elimination of all material intercompany accounts and transactions. 

Inventories: 

Inventories are stated at the lower of cost (first-in, first-out) or market (replacement cost). 

Depreciation and amortization: 

For financial reporting purposes, depreciation and amortization for all items of property, equipment and 
improvements are computed using the straight-line method over the estimated useful lives of the assets 
as follows: Structures 10-25 years; leasehold improvements 3-20 years; furniture and equipment 3-10 years 
and transportation equipment 4-6 years. 

Income taxes: 

Provision for deferred income taxes has been made in recognition of certain timing differences in 
reporting items of expense (primarily depreciation and amortization) for tax and financial reporting purposes. 

The Company uses the flow-through method of recognizing the benefit of investment tax credits ($81,000 
in 1973 and $24,000 in 1972). 

Franchising: 

The Company grants licenses for the operation of restaurants under the Company's trade name for 
which it receives an initial franchise fee plus a royalty fee, which is based upon a percentage of the licensed 
restaurant’s gross sales. Revenue from franchise fees is recognized when there has been substantial performance 
pursuant to the franchise agreement, generally at the time the facility is opened but limited to the amount of 
cash received by that time. Any remainder of the fee is recognized as revenue when received. Franchise 
royalty fees are recognized as revenue when earned. 

Earnings per share: 

Net earnings per share of common stock is based on the weighted average number of shares outstanding. 
Stock options have not been considered in calculating net earnings per share since the effect of such calculation 
is not material. Net earnings per share assuming full dilution is based on the assumption that dilutive stock 
options were exercised at the date of grant or beginning of the year and the proceeds were used to repurchase 
shares of the Company’s common stock at a price equal to its book value at the end of the year, which in the 
opinion of management represents the fair value of such stock. 

(2) Restaurant Acquisitions and Number of Restaurants in Operation 

During 1973, the Company purchased five operating restaurants, including one affiliate, for 56,920 shares 
of its common stock. The net book value of the assets received aggregated $221,869. Accordingly, the issuance 
of the above stock was recorded by crediting common stock and capital in excess of par value by that amount. 
Results of operations of the five restaurants have been included in the accompanying consolidated financial 
statements from their respective dates of acquisition. Their operations prior to acquisition would not be material 
to the consolidated results of operations. 
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SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


The number of restaurants in operation at the end of each of the two years ended August 31, 
as follows : 


Operated by 

1973 

1972 

Company . 

. 37 

18 

Franchisee . 

. 45 

34 

Affiliates . 

. 4 

4 


— 

— 


86 

56 


.—. 

— 


1973 was 


(3) Notes Payable and Long-term Debt 

Notes payable of approximately $604,000 are secured by certain inventory having a cost of approximately 
$835,000 at August 31, 1973. 


Long-term debt at August 31, 1973, is summarized as follows: 



1973 

1972 

8% to 9.58% installment notes, payable monthly through March 1980, 



secured by transportation equipment with cost of $145,000 ($137,000 
in 1972) . 

$ 80,296 

$ 82,417 

7.5% to 10% installment notes, payable monthly through November 1981, 
secured by furniture and equipment with cost of $1,932,000 ($672,000 
in 1972) . 

1,394,318 

375,523 

6% to 8.5% installment notes, payable monthly or annually through 
February 1988, secured by land, structures and leasehold improvements 
with cost of $661,000 ($527,000 in 1972). 

402,249 

285,998 

7% bank loan, secured by assets of an affiliated company due in Septem¬ 
ber 1973 . 

$ 21,000 

$ 21,000 

9% lease-purchase obligation for land and structure. 

— 

58,402 

8% notes payable to the Company’s profit-sharing trust. Due in August 
1975 and November 1976 and secured by second mortgages on land 
and structures costing $213,000 . 

102,443 

102,443 


2,000,306 

925,783 

Less current maturities of long-term debt. 

389,099 

224,214 


$1,611,207 

$701,569 


(4) Stockholders’ Equity 

During the year ended August 31, 1973, the Company changed its state of incorporation and in connection 
therewith increased its authorized common stock to 2,500,000 shares. 

In March 1973, the Company sold 600 shares of its common stock at $5 per share, crediting common stock 
and capital in excess of par value with the proceeds. 

The Company has a qualified stock option plan reserving 50,000 shares of its common stock for its officers 
and employees. The options become exercisable over a four-year period in annual increments of 25% 
commencing one year after the date granted. No option is exercisable after five years from the date of grant. 
At August 31, 1973, options for 27,050 shares at a price of $5 per share were outstanding (19,800 in 1972), 
of which options for 2,950 shares were exercisable (none in 1972). No options had been exercised at 
August 31, 1973. 
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SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 

During 1972, in connection with a construction financing agreement, the Company granted options to 
purchase 111,100 shares of its common stock at an option price of $.508 per share, exercisable until 
February 16, 1977. Under the terms of the agreement, additional shares become subject to option if the 
Company's president or certain of his relatives acquire or receive options to acquire additional shares of the 
Company's stock at any time prior to February 16, 1977, at a price equal to the price paid or to be paid by 
those individuals. At August 31, 1972, options for 55,550 common shares at $.508 per share had been exercised 
and options for an additional 111 shares at $5.00 per share had been granted under the above agreement. During 
the year ended August 31, 1973, no additional options had been granted or exercised and at that date, options 
for 55,550 and 111 common shares at option prices of $.508 and $5.00, respectively, were outstanding. 

In addition, the Company has agreed that prior to August 31, 1978, it will effect a public offering of its 
common stock and register with the Securities and Exchange Commission the shares acquired by the optionee 
or repurchase such shares at the optionee's cost plus interest at 10% per annum from the date exercised to 
the date of repurchase. 

(5) Transactions with Affiliates 

Sales and franchise royalties as reflected in the accompanying statement of consolidated earnings and 
retained earnings for the year ended August 31, 1973 include approximately $421,000 and $37,000 ($228,000 
and $20,000 in 1972), respectively, from affiliated companies. 

The Company leases its home office, two restaurant facilities and the equipment in one restaurant from 
affiliated companies. The annual rentals for such leases approximate $50,500 through 1977 and $38,100 there¬ 
after through 1987. 

At August 31, 1973, the Company had accounts receivable of $58,571 ($18,658 in 1972) and accounts 
payable of $2,948 ($39,755 in 1972) arising from transactions with affiliated companies. 

(6) Profit-sharing Plan 

The Company has a qualified noncontributory, trusteed profit-sharing plan for employees who meet certain 
eligibility requirements. Contributions to the plan are solely at the discretion of the Board of Directors and 
amounted to approximately $140,000 in 1973 ($77,000 in 1972). 

(7) Commitments and Contingent Liabilities 

The Company leases real property, transportation and other equipment from lessors for various terms 
under long-term noncancellable leases and has guaranteed long-term leases for restaurant facilities operated by 
affiliates and certain franchisees. A summary of such long-term lease agreements follows: 

Restaurants of 
affiliates and 



Transportation 
and other 
equipment 

Home office 
and 

restaurants 

Total 

franchisees 
guaranteed by 
the Company 

Year ended August 31: 

1974 . 

. $ 93,000 

$ 428,000 

$ 521,000 

$ 115,000 

1975 . 

. 74,000 

428,000 

502,000 

121,400 

1976 . 

. 41,000 

428,000 

469,000 

121,400 

1977 . 

. 36,000 

428,000 

464,000 

121,400 

1978 . 

. 20,000 

442,000 

462,000 

121,400 

Five years ended August 31: 

1983 . 

. 3,000 

2,083,000 

2,086,000 

596,400 

1988 . 

. . 

1,499,000 

1,499,000 

511,000 

1993 . 

. . 

737,000 

737,000 

6,500 

Remaining term.. 

. . 

— 

— 

— 


$267,000 

$6,473,000 

$6,740,000 

$1,714,500 

Expiration dates . 

. 1974-1979 

1977-1993 


1982-1989 
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SIRLOIN STOCKADE, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 

Leases on transportation and other equipment are for terms of one to seven years and generally require 
the payment of licenses and insurance by the Company. In certain instances, the leases on restaurant 
facilities provide for additional rentals based on a percentage of sales, increased rentals after the first five years 
and payment of real estate taxes, insurance and maintenance. The leases on restaurant facilities generally 
provide for an initial term of fifteen to twenty years with one to two five year renewal options. With respect to 
leases guaranteed by the Company, no accounting has been made by the Company since the lease payments are 
currently being met by the affiliates and franchisees. 

At August 31, 1973, the Company had leased or committed to lease 29 restaurant facilities commencing 
at such time as the facilities are completed to the specifications of the Company. Subsequent to August 31, 1973, 
the Company leased or committed to lease seven additional restaurant facilities. Such leases or commitments to 
lease contain substantially the same provisions as the leases on restaurant facilities in use at August 31, 1973. 
When completed, the minimum aggregate rentals under such leases will approximate $650,000 annually for the 
first five years and $3,460,000, $3,340,000 and $2,280,000, respectively, for each of the three following 
five-year periods. 

The amount of rentals paid by the Company during the two years ended August 31, 1973 are summarized 
as follows: 

1973 1972 

Base rentals. $404,000 $189,200 

Additional rentals based on a percentage of sales... 36,500 22,100 

$440,500 $211,300 


At August 31, 1973, the Company had land purchase and construction contracts outstanding for 
approximately $1,655,000 on 12 new restaurants of which approximately $1,565,000 had been expended. Ten 
of the restaurants, when completed, will be sold at cost (not to exceed $1,852,000) and leased back for twenty 
years, with one 5-year renewal option. The agreements provide for annual rentals equal to 8% of the cost 
of the land and building during the first five years of the lease and 12% thereafter on 3 of the restaurants, 
and annual rentals equal to 12% of the cost of the land and building on the remaining 7 restaurants. At 
August 31, 1973, the Company had received $1,451,854 of advances for construction of these restaurant 
facilities. Such advances are secured by substantially all construction in progress. 

At August 31, 1973, the Company had guaranteed approximately $61,000 of indebtedness of an affiliate. 
(8) Subsequent Events 

Subsequent to August 31, 1973, the Company purchased three additional operating restaurants, including 
one from affiliates, for 33,000 shares of its common stock and a five-year installment note of $136,792. 

On September 27, 1973, the Company announced that an agreement in principle had been reached with 
Howard Johnson Company whereby Howard Johnson would acquire all of the Company’s outstanding capital 
stock in exchange for common stock of Howard Johnson. The merger is subject to the approval of the 
Company’s stockholders and the preparation and execution of the definitive merger agreement which the 
Company anticipates will not be completed before the early part of 1974. 
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SIRLOIN STOCKADE, INC. 

CERTIFICATE OF VICE PRESIDENT AND CHIEF ACCOUNTING OFFICER 


I, Bill S. Milliren, the undersigned Vice President and Chief Accounting Officer of Sirloin Stockade, Inc., 
does hereby certify and state that the Combined Statement of Earnings of Sirloin Stockade, Inc. and Affiliates 
for the period ended March 31, 1974, and the Combined Balance Sheet for Sirloin Stockade, Inc. and Affiliates 
as of March 31, 1974, and the Combined Statement of Stockholders’ Equity of Sirloin Stockade, Inc. and 
Affiliates for the period ended March 31, 1974, and the Combined Statement of Changes in Financial Position 
of Sirloin Stockade, Inc. and Affiliates for the period ended March 31, 1974, copies of which are attached hereto, 
in my opinion, present fairly the financial position of Sirloin Stockade, Inc. and Affiliates at March 31, 1974, 
and the combined results of their operations for the period then ended in conformity with generally accepted 
accounting principles applied on a basis consistent with preceding years. 


June 6, 1974 


Bill S. Milliren 
Vice President and Chief 
Accounting Officer 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
COMBINED BALANCE SHEET 
March 31, 1974 
ASSETS 

Current Assets : 

Cash . $1,477,553 

Accounts receivable, less allowance for doubtful accounts of $30,000 

(notes 6 and 8). 331,415 

Inventories: 

Food and supplies. 1,707,412 

Restaurant equipment. 128,337 

Total inventories. 1,835,749 

Construction in progress, at cost (note 11). 936,649 

Prepaid expenses and other current assets (note 3). 92,851 

Total current assets. 4,674,217 

Property, Equipment and Improvements, at cost (note 4): 

Land . 215,238 

Structures . 356,270 

Leasehold improvements. 544,761 

Furniture and equipment. 3,913,136 

Transportation equipment. 141,293 

5,170,698 

Less accumulated depreciation and amortization .. 686,380 

Net property, equipment and improvements. 4,484,318 

Other Assets, at cost. 9,609 

$9,168,144 

LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities: 

Advances for construction (note 11). $ 734,350 

Notes payable (note 4) . 1,104,332 

Current maturities of long-term debt (note 4). 663,229 

Accounts payable (notes 3 and 8). 721,392 

Accrued liabilities. 679,641 

Deferred franchise fee income. 120,600 

Income taxes. 70,122 

Total current liabilities. 4,093,666 

Long-term Debt, less current maturities (note 4). 2,818,897 

Deferred Income Taxes (note 6) . 140,475 

Stockholders’ Equity (note 5): 

Common stock. 128,388 

Capital in excess of par value. 381,812 

Retained earnings. 1,609,006 

2,119,206 

Less 820 shares of treasury stock, at cost. 4,100 

Total stockholders’ equity. 2,115,106 

Commitments and Contingent liabilities (notes 10 and 11) 

$9,168,144 


See accompanying notes to combined financial statements. 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 

COMBINED STATEMENT OF STOCKHOLDERS’ EQUITY 
Seven Months Ended March 31, 1974 



Common 

Capital in 
excess of 

Retained 

Treasury 

Total 

stockholders* 


stock 

par value 

earnings 

stock 

equity 

Sirloin Stockade, Inc.: 

Balance, August 31, 1973. 

$111,307 

$276,781 

$1,191,352 

$ - 

$1,579,440 

Shares issued in connection with: 

Acquisition of restaurants, 3,300 shares. 

3,300 

72,386 



75,686 

Exercise of stock option, 55,550 shares. 

5,555 

22,665 

— 

— 

28,220 

Sale of 500 shares. 

50 

2,450 

— 

— 

2,500 

Net earnings. 

— 

— 

372,093 

— 

372,093 

Balance, March 31, 1974. 

$120,212 

$374,282 

$1,563,445 

$ - 

$2,057,939 

Combined affiliates: 

Balance, August 31, 1973. 

$ 1,326 

$ - 

$ 34,428 

$ - 

$35,754 

Shares issued on incorporation. 

6,050 

— 

— 

— 

6.050 

Contribution of stock by stockholders on incorporation 

800 

7,530 

— 

— 

8,330 

Purchase of 820 treasury shares. 

— 

— 

— 

(4,100) 

(4,100) 

Net earnings. 

— 

— 

20,467 

— 

20,467 

Dividends paid. 

— 

— 

(9,334) 

— 

(9,334) 

Balance, March 31, 1974. 

$ 8,176 

$ 7,530 

$ 45,561 

$(4,100) 

$ 57,167 

Combined stockholders* equity. 

$128,388 

$381,812 

$1,609,006 

$(4,100) 

$2,115,106 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 

COMBINED STATEMENT OF EARNINGS 
Seven Months Ended March 31, 1974 

Revenues (note 8): 

Sales .. $ 11,962,996 

Franchise royalties . 177,925 

Franchise fees . 19,625 

Other . 24,970 

12,185,516 

Costs and expenses: 

Cost of sales. 5,866,629 

Selling, general and administrative expenses. 5,425,119 

Interest expense . 246,208 

11,537,956 

Earnings before income taxes. 647,560 

Income taxes (note 6) : 

Current . 218,000 

Deferred . 37,000 

255,000 

Net earnings . $ 392,560 

Earnings per common share (note 7). $.30 


See accompanying notes to combined financial statements. 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 

COMBINED STATEMENT OF CHANGES IN FINANCIAL POSITION 
Seven Months Ended March 31, 1974 

Source of working capital: 

Net earnings. $ 392,560 

Items included in earnings not affecting working capital: 

Depreciation and amortization . 241,022 

Deferred income taxes. 37,000 

Working capital provided by operations . 670,582 

Issuance of long-term debt. 1,843,793 

Net proceeds from sale of property, equipment and improvements. 16,575 

Proceeds from sale of common stock. 8,550 

Fair value of restaurants acquired in exchange for common stock (note 2) .. 75,686 

Proceeds from exercise of stock options. 28,220 

Contributions of capital by stockholders. 8,330 

$2,651,736 

Disposition of working capital: 

Reduction of long-term debt. $ 685,990 

Additions to property, equipment and improvements. 1,623,177 

Equipment and improvements of purchased restaurants. 195,058 

Dividends . 9,334 

Increase in other current assets. 1,590 

Purchase of treasury shares. 4,100 

Increase in working capital. 132,487 

"$2,651,736 

Changes in working capital: 

Increase (decrease) in current assets: 

Cash . $ 481,490 

Accounts receivable . (50,248) 

Inventories . 479,817 

Construction in progress. (688,707) 

Prepaid expenses and other current assets. 52,527 

274,879 

Increase (decrease) in current liabilities: 

Advances for construction. (717,504) 

Notes payable. 280,811 

Current maturities of long-term debt. 262,569 

Accounts payable . 235,208 

Accrued liabilities. 98,073 

Deferred franchise fee income. 24,900 

Income taxes. (41,665) 

142,392 

Increase in working capital. $ 132,487 


See accompanying notes to combined financial statements. 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS 
March 31, 1974 


(1) Significant Accounting Policies 

Principles of Combination: 

The accompanying combined financial statements include the accounts of Sirloin Stockade, Inc., its sub¬ 
sidiaries (the Company), and certain affiliates, after elimination of all material intercompany accounts and 
transactions. These eliminations with respect to combined affiliates resulted in a reduction of combined stock¬ 
holders’ equity of approximately $9,000. 

Fiscal Year: 

The Company has a normal fiscal year ending August 31. The accompanying combined financial state¬ 
ments for the seven months ended March 31, 1974 have been prepared using the same accounting principles 
and practices followed for annual reporting purposes. Certain disclosures included herein have been prepared 
for the five months ending August 31, 1974, the end of the fiscal year, with fiscal year disclosures thereafter. 

Inventories: 

Inventories are stated at the lower of cost (first-in, first-out) or market (replacement cost). 

Depreciation and Amortisation: 

For financial reporting purposes, depreciation and amortization for all items of property, equipment and 
improvements are computed by use of the straight-line method over the estimated useful lives of the assets 
as follows: Structures 10-25 years; leasehold improvements 3-20 years; furniture and equipment 3-10 years 
and transportation equipment 4-6 years. 

Income Taxes: 

Sirloin Stockade, Inc. and its subsidiaries file consolidated Federal income tax returns, while each of the 
affiliates files a separate Federal income tax return. Provisions for income taxes have been made based on 
allocations of surtax exemptions and investment credit limitations as members of controlled groups. 

The Company and its affiliates use the flow-through method of recognizing the benefit of investment 
tax credits. 

Franchising: 

The Company grants licenses for the operation of restaurants under the Company’s trade name for which 
it receives an initial franchise fee plus a royalty fee, which is based upon a percentage of the licensed restaurant’s 
gross sales. Revenue from franchise fees is recognized when there has been substantial performance pursuant 
to the franchise agreement, generally at the time the facility is opened but limited to the amount of cash received 
by that time. Any remainder of the fee is recognized as revenue when received. Franchise royalty fees are 
recognized as revenue when earned. 

Pre-opening Costs: 

Costs incurred in conjunction with the opening of a new restaurant are charged to operations in the year 
in which the restaurant begins operations. These costs generally include all direct payroll and operating costs 
prior to opening in addition to the initial supply of utensils, dishes and other items. Pre-opening costs included 
in selling, general and administrative expenses in the combined statement of earnings are $115,605. 

(2) Acquisition by Lucky Stores, Inc. 

On May 13, 1974, the shareholders of Sirloin Stockade, Inc. and the affiliated companies combined herein 
agreed to sell all of their outstanding common stock in these companies to Lucky Stores, Inc., in exchange 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 

for 677,000 Lucky common shares. The exchange must occur prior to August 10, 1974, but in no event can 
the exchange occur prior to June 10, 1974. Based upon the market value of Lucky common stock on May 15, 
1974 of $11.50 per share, total consideration for the exchange is approximately $7,800,000. 

(3) Restaurant Acquisitions and Number of Restaurants in Operation 

During the seven months ended March 31, 1974, the Company purchased three operating restaurants 
including one affiliate, for 33,000 shares of its common stock and a five-year installment note of $136,792. The 
net book value of the assets received aggregated $212,478. Accordingly, the issuance of the above stock 
was recorded by crediting common stock and capital in excess of par value for $75,686. Results of operations 
of the five restaurants have been included in the accompanying combined financial statements from their respec¬ 
tive dates of acquisition. Their operations prior to acquisition would not be material to the combined results 
of operations. 

In addition, two of the affiliates included in combination began operations by acquiring two restaurants 
previously owned by a franchisee. The affiliates acquired the net assets of the two restaurants $8,330 in exchange 
for 1,666 shares of Sirloin Stockade, Inc. common stock contributed to the affiliates by their shareholders. 
The stock had not been issued to the former franchisee at March 31, 1974, pending final determination of all 
prior liabilities of the restaurants. The investment in Sirloin Stockade, Inc. at the agreed value of $8,330 is 
included in other current assets in the accompanying combined balance sheet and the liability to the former 
franchisee for $8,330 is included in accounts payable. 

The number of restaurants in operation at March 31, 1974 was as follows: 


Operated by 

Company . 51 

Franchisee . 43 

Affiliates combined . 9 

Affiliates not combined. 4 


107 

(4) Notes Payable and Long-term Debt 

Notes payable of approximately $875,000 are secured by certain inventory and equipment having a cost 


of approximately $1,002,000 at March 31, 1974. 

Long-term debt at March 31, 1974 is summarized as follows: 

8% to 9% installment notes, payable monthly through 1980, secured by trans¬ 
portation equipment with cost of $76,697. $ 55,295 

7% to 12% installment notes, payable monthly through 1979, secured by 
furniture and equipment with cost of $3,298,473. 2,836,298 

7% to 8.5% installment notes, payable monthly or annually through 1988, 
secured by land, structures and leasehold improvements with cost of 
$813,591 . 488,091 

8% notes payable to the Company’s profit-sharing trust. Due in 1975 and 
1976 and secured by second mortgages on land and structures costing 
$238,336 . 102,442 

3,482,126 

Less current maturities of long-term debt. 663,229 


$2,818,897 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 


Maturities of long-term debt during the five months ending August 31, 1974, and the five succeeding 
fiscal years are summarized as follows: 


1974 .... 

1975 .... 

1976 .... 

1977 .... 

1978 .... 

1979 .... 
Remainder 


$ 267,574 
719,917 
711,599 
808,441 
570,693 
171,283 
232,619 


$3,482,126 


At March 31, 1974 the Company's profit-sharing trust maintained certificates of deposit of $230,000 at 
banks which had loans to the Company of $306,000. Withdrawal of one of the certificates of $110,000 was 
restricted until such time that the Company pays the loan of $150,000. 

(5) Stockholders' Equity 


Details of common stock of the Company and affiliates at March 31, 1974 are 

Authorized 

shares 

as follows: 

Issued 

shares 

Par 

value 

Sirloin Stockade, Inc. (Nevada). 

. 2,500,000 

1,202,120 

$ .10 

Lawton Stockade, Inc. (Oklahoma). 

. 30,000 

5,000 

.10 

Yukon Stockade, Inc. (Oklahoma). 

. 30,000 

8,256(1) 

.10 

King Sirloin, Inc. (Oklahoma). 

. 3,000 

500 

1.00 

King Sirloin of Kansas, Inc. 

. 30,000 

10,000 

.10 

King Sirloin of Colorado, Inc. 

. 30,000 

5,500 

.10 

King Sirloin, Inc. (Texas) . 

. 20,000 

10,000 

.10 

King Sirloin, Inc. (Arizona). 

. 150,000 

1,400 

1.00 

Sizz'lin Sirloin, Inc. (Arizona). 

. 150,000 

1,400 

1.00 

Sizz’lin Sirloin, Inc. (Minnesota). 

. 30,000 

10,000 

.10 


(1) Includes 820 treasury shares which were cancelled subsequent to March 31, 1974. 

The Company has a qualified stock option plan reserving 100,000 shares of its common stock for its 
officers and employees. The options become exercisable over a four-year period in annual increments of 25% 
commencing one year after the date granted. No option is exercisable after five years from the date of grant. 
At March 31, 1974, options for 41,900 shares at a price of $5 per share were outstanding, of which options 
for 4,075 shares were exercisable. No options had been exercised at March 31, 1974. 

During 1972, in connection with a construction financing agreement, the Company granted options to 
purchase 111,100 shares of its common stock at an option price of $.508 per share, exercisable until February 16, 
1977. Under the terms of the agreement, additional shares become subject to option if the Company's President 
or certain of his relatives acquire or receive options to acquire additional shares of the Company's stock at any 
time prior to February 16, 1977, at a price equal to the price paid or to be paid by those individuals. At 
August 31, 1973, options for 55,550 common shares at $.508 per share had been exercised. During the seven 
months ended March 31, 1974, no additional options had been granted, but options for 55,550 common shares 
at $.508 per share had been exercised. 

At March 31, 1974, certain of the affiliates included in the accompanying combined financial statements 
had outstanding options for purchase of 34,700 common shares at par value ($4,500) by their officers and 
employees. None of the options were exercisable at March 31, 1974. Subsequent to that date, the corpora- 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 


tions involved amended their stock option plans to allow early exercise of the options. In May 1974, the 
options were all exercised. The officers and employees holding these options and one employee who purchased 
1,000 shares of common stock for $100 (the par value) in one affiliate in May 1974, each received a travel 
expense allowance equal to the purchase price of the stock prior to the exercise of the options and purchase 
of the stock. Certain shareholders of two affiliates also transferred some or all of their shares in the corpo¬ 
rations to various employees subsequent to March 31, 1974. A summary of the outstanding common stock 
of the affiliates included in the accompanying combined financial statements after the subsequent transactions 
above is as follows: 

Number of 
common shares 
outstanding at 
June 5, 1974 


Lawton Stockade, Inc. (Oklahoma) . 5,000 

Yukon Stockade, Inc. (Oklahoma) . 7,436 

King Sirloin, Inc. (Oklahoma) . 500 

King Sirloin of Kansas, Inc. 20,000 

King Sirloin of Colorado, Inc. 10,000 

King Sirloin, Inc. (Texas) . 20,000 

King Sirloin, Inc. (Arizona) . 2,000 

Sizzlin Sirloin, Inc. (Arizona) . 2,000 

Sizz'lin Sirloin, Inc. (Minnesota) . 20,000 


(6) Income Taxes 

Income tax expense is made up of the following components: 



Federal 

State 

Total 

Current tax expense.. 

. $186,000 

$32,000 

$218,000 

Deferred tax expense.. 

. 33,000 

4,000 

37,000 

* * ■ 

$219,000 

$36,000 

$255,000 


Deferred tax expense results from timing differences in the recognition of certain expenses for tax and 
financial reporting purposes. The sources of these differences for the seven months ended March 31, 1974 


and the tax effect of each is as follows: 

Excess of tax over financial depreciation. $ 50,751 

Provision for doubtful receivables per financials in excess of actual 
charge-offs for tax. (13,751) 


$ 37,000 

The difference between income tax expense and the expected tax expense computed by applying the 
U. S. Federal income tax rate to earnings before income taxes is as follows: 


Percent of 
pre-tax 


Expected tax expense. $310,829 48.00% 

Increases (reductions) in taxes resulting from: 

State income taxes, net of Federal income tax benefit. 18,491 2.85 

Investment tax credit. (83,748) (12.93) 

All other . 9,428 1.45 


$255,000 39.37% 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 

Certain of the affiliates have tax operating loss and investment tax credit carryforwards aggregating 
approximately $35,000 and $25,000, respectively, which may be used to reduce future taxable income or 
taxes on income of the affiliates. The tax operating loss carryforwards expire in 1979 and the investment 
tax credit carryforwards expire in 1980 and 1981. Tax benefits from use of approximately $12,000 of the 
carryforwards will be credited to deferred income taxes when realized. 

Included in accounts receivable in the accompanying combined balance sheet is $10,500, representing the 
benefit of tax operating loss and investment credit carryforwards of a subsidiary acquired in 1973. 

(7) Earnings per Common Share 

Earnings per common share is based on the weighted average number of shares and equivalent shares out¬ 
standing of Sirloin Stockade, Inc. plus the weighted average number of shares and equivalent shares of the 
affiliates combined herein as converted to a corresponding number of Sirloin Stockade, Inc. common shares. 
The conversion is based on the relationship of the number of shares of common stock of Lucky Stores, Inc. 
(Lucky) to be transferred to the stockholders of Sirloin Stockade, Inc. versus the number of shares to be 
transferred to the stockholders of the affiliates under an agreement dated May 13, 1974, between the share¬ 
holders of the Company and the affiliates and Lucky. 

Total common shares used for the calculation of earnings per common share is 1,309,148 with 1,202,525 
being applicable to Sirloin Stockade, Inc. and 106,623 being applicable to the affiliates. Based on the 
relative contribution to combined net earnings for the seven months ended March 31, 1974, earnings per 
common share is as follows: 



Contribution 

Earnings per 


to net 

common 


earnings 

share 

Sirloin Stockade, Inc. 

. $372,093 

$.28 

Affiliates . 

. 20,467 

.02 


$392,560 

$.30 


(8) Transactions with Related Parties 

Sales and franchise royalties as reflected in the accompanying statement of combined earnings for the 
seven months ended March 31, 1974 include approximately $133,000 and $7,500, respectively, from affiliated 
companies not combined herein. 

At March 31, 1974, the Company had accounts receivable of $90,931 arising from transactions with affiliated 
companies not combined in the accompanying financial statements. 

The Company and its affiliates lease the home office, equipment in one restaurant, and thirty restaurant 
facilities from affiliated companies, stockholders and entities owned or controlled by stockholders. The annual 
rentals for such leases approximate $545,000 through 1978 and $590,000 thereafter through 1994. Manage¬ 
ment is of the opinion that such leases were negotiated at substantially the same terms and conditions as could 
have been obtained from unrelated parties. 

Included in receivables at March 31, 1974 is $15,156 due from officers and stockholders. Included in 
accounts payable at that date is $17,000 due to an officer and stockholder. 

A stockholder of the Company has received contracts for construction of most of the restaurants that the 
Company constructs under sale-leaseback arrangements, and in some instances, restaurants owned by the 
Company. Management is of the opinion that these contracts were negotiated at substantially the same 
terms and conditions as could have been obtained from unrelated parties. 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 

(9) Employee Incentive Plans and Employment Agreements 

The Company has a qualified noncontributory, trusteed profit-sharing plan for employees who meet 
certain eligibility requirements. The affiliates included in the accompanying combined financial statements have 
all elected to participate in this plan. Contributions to the plan are solely at the discretion of the Board of 
Directors. The accompanying combined financial statements include an accrual of approximately $161,000 
for the seven months ended March 31, 1974, which was based upon a contribution being made by the Board 
of Directors at August 31, 1974 of 15% of eligible salaries; the same contribution as in prior years. 

The Company and its affiliates also have a verbal bonus agreement with restaurant managers, senior 
assistant managers, and first-line supervisors. Generally, this agreement provides for bonuses of .25% of gross 
sales, 5% of the increase in monthly gross sales compared to the same month in the previous year, and from 
5% to 15% of the employee’s base salary based upon the restaurants’ earnings after certain controllable 
expenses. These bonuses, however, are limited to a maximum of $300 per month for managers and first-line 
supervisors and $200 per month for senior assistant managers. 

In 1974, the Company adopted a plan to assist selected key employees in the acquisition and establishment 
of a maximum of ten franchise restaurants. The plan expires January 1, 1976 and is to be administered 
by a committee appointed by the Board of Directors. The Company will enter into build-to-suit leases for 
the construction of the restaurants at selected sites for a maximum term of twenty years and a maximum 
annual rental per restaurant of $30,000. The Company will then sublease the restaurants to the employee 
corporations and will guarantee the financing for the purchase of equipment necessary for the restaurants’ 
operation up to a maximum of $90,000 per restaurant over a term not to exceed five years. At March 31, 
1974, no restaurants had been acquired or established under this plan; the nine affiliates included in the 
accompanying combined financial statements plus two affiliates not being combined were established under 
terms substantially the same as those outlined in the plan. Their establishment was retroactively approved by 
the shareholders of the Company at the same time the plan was adopted. 

Two officers of the Company are employed under terms of employment agreements which provide one 
with annual compensation of $31,800 and a commitment by the Company at the employee’s option to grant 
him a franchise at a cost of $5,000 for operation of a restaurant at the location of his choice, with the Company 
guaranteeing the lease or financing of the restaurant and its equipment. The other officer’s employment 
agreement provides him with a minimum annual salary of $24,000 plus a bonus of 1 % of the Company’s earnings 
before income taxes up to a total maximum compensation of $50,000. 

(10) Leases 

For financial disclosure purposes, the Company and its affiliates have classified lease arrangements 
as either “finance” or “operating” leases. A “finance” lease has been defined as one which, during the non- 
cancellable lease period, either covers 75 percent or more of the economic life of the property or has terms 
which assure the lessor a full recovery of the fair market value of the property at the inception of the lease, 
plus a reasonable return on the use of the assets invested. 

Rent expense of the Company and its affiliates during the seven months ended March 31, 1974 is sum¬ 
marized as follows; 

_Type of Lease 

Finance Operating 

Home office and 
restaurant 

Base Contingent Equipment Equipment 

$115,645 


$428,464 


$18,440 


$63,917 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 

A summary of noncancellable long-term lease commitments follows: 






Restaurants of 





affiliates and 


Home office 

Transportation 


franchisees 


and 

and other 


guaranteed by 


restaurants 

equipment 

Total 

the Company 

Five months ended August 31: 





1974 . 

.... $ 393,284 

$ 71,983 

$ 465,267 

$ 30,575 

Year ended August 31: 





1975 . 


144,069 

1,096,729 

73,377 

1976 . 

952,660 

111,702 

1,064,362 

73,377 

1977 . 

952,660 

105,986 

1,058,646 

73,377 

1978 . 

966,322 

76,194 

1,042,516 

73,377 

1979 . 

1,012,334 

44,732 

1,057,066 

73,727 

Five years ended August 31: 





1984 . 


23,922 

4,941,375 

349,235 

1989 . 


— 

3,707,441 

278,760 

1994 . 


— 

1,714,306 

82,386 

Remaining term . 


— 

— 

— 


$15,569,120 

$ 578,588 

$16,147,708 

$1,108,191 

Expiration dates. 

1981-1993 

1974-1983 


1982-1993 


Leases on transportation and other equipment are for terms of one to seven years and generally require 
the payment of licenses and insurance by the Company. In certain instances, the leases on restaurant facilities 
provide for additional rentals based on a percentage of sales, increased rentals after the first five years and 
payment of real estate taxes, insurance and maintenance. The leases on restaurant facilities generally provide 
for an initial term of fifteen to twenty years with one to two five-year renewal options. With respect to leases 
guaranteed by the Company, no accounting has been made by the Company since the lease payments are 
currently being met by the affiliate and franchisees. 

A summary of the present value of “finance” lease commitments at March 31, 1974 follows: 


Interest rate used 
in present value 
computation 


Range 

Home office and restaurants. 4.3-11.5% 

Transportation and other equipment. 8-19% 


Weighted 

average 

8.9% 

14.4 


Present 
value of lease 
commitment at 
March 31,1974 

$7,509,000 

355,000 

$7,864,000 


If all noncapitalized “finance” leases were capitalized, related lease rights were amortized on a straight-line 
basis and interest cost accrued on the basis of the outstanding lease liability, combined net earnings for the 
seven months ended March 31, 1974 would have been reduced as follows: 

Amortization of lease right. $279,000 

Interest cost . 355,000 

Rent expense . (492,000) 

142,000 

. 75,000 


$ 67,000 


Income taxes. 

Pro forma reduction of net earnings 
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SIRLOIN STOCKADE, INC. AND AFFILIATES 
NOTES TO COMBINED FINANCIAL STATEMENTS—(Continued) 

At March 31, 1974, the Company had leased or committed to lease 19 restaurant facilities commencing at 
such time as the facilities are completed to the specifications of the Company. Subsequent to March 31, 1974, 
the Company committed to lease one additional restaurant facility. Such leases or commitments to lease 
contain substantially the same provisions as the leases on restaurant facilities in use at March 31, 1974. When 
completed, the minimum aggregate rentals under such leases will approximate $50,400 for the five months 
ended August 31, 1974, $421,000 annually for the succeeding five years, $2,109,000, $2,098,000 and $1,616,000 
for each of the three following five-year periods and $186,000 thereafter. 

(11) Commitments and Contingent Liabilities 

At March 31, 1974, the Company had land purchase and construction contracts outstanding for approxi¬ 
mately $1,273,000 on 8 new restaurants of which approximately $784,000 had been expended. Five of the 
restaurants, when completed, will be sold at cost (not to exceed $1,013,000) and leased back for twenty years, 
with one 5-year renewal option. The agreement provides for annual rentals equal to 12% of the cost of the 
land and building. At March 31, 1974, the Company had received $734,350 of advances for construction of 
these restaurant facilities. Such advances are secured by substantially all construction in progress. The 
Company also had commitments for purchase of the equipment for these restaurants, for approximately 
$337,845, with substantially the same specifications as in existing restaurants. 

In addition, the Company is primarily liable on a first mortgage real estate loan for an affiliate with a 
balance of $98,963 at March 31, 1974. This loan has an interest rate of 9% and is due on January 10, 1984. 
Payments on the loan are currently being met by the affiliate and, consequently, the loan balance and an 
account receivable, from the affiliate, have not been recorded on the Company’s books. 

At March 31, 1974, the Company had an option outstanding to an employee for the purchase of one of 
the Company’s restaurants. Under the terms of the agreement, the equipment, fixtures and inventory of the 
restaurant may be acquired by the employee by executing a promissory note payable to the Company for the net 
depreciated value of the assets acquired. In addition, the employee would be required to enter into a sub-lease 
agreement with the Company for the restaurant premises and, also, to pay a 3% royalty fee, but no franchise fee. 

The restaurant under option opened in March, 1974 and had a net loss for the month of approximately 
$5,000, which includes $57,000 of pre-opening costs. This option agreement expires on August 25, 1974. 

At March 31, 1974, the Company had a commitment to purchase approximately 270,000 pounds of meat 
from a stockholder. The commitment was negotiated in December 1973, with the Company guaranteeing the 
stockholder a price equal to his cost, at that date, plus $.10 per pound. The meat was purchased by the 
Company in April 1974, at a total cost of approximately $300,000. 

On April 19, 1974, a lawsuit was filed against the Company alleging non-compliance with a franchise 
agreement and seeking damages of $160,000 from the Company. Counsel for the Company states .. while 
it is our belief that the Company does have a meritorious defense to the claim, it is too soon to determine the 
possible liability, if any, that Sirloin Stockade, Inc. may incur . . . .” 

As of June 5, 1974, the Company has several other claims and lawsuits pending against them all aris¬ 
ing from the normal conduct of business. In the opinion of Company management and legal counsel, the 
ultimate disposition of these items will not have a materially adverse effect on the accompanying combined 
financial statements. 





